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THE INDIAN PARTNERSHIP ACT, 1932
(Act No.9 of 1932)

227.  Personal profits earned by partners

228. Minor's liability for decree debt

229. Mode of settlement of accounts between partners

230.  Sale of goodwill after dissolution of partnership firm

227. Chidambaram, Viswanatham and Venkata Krishtnayya
have entered into a partnership business in whole sale ready
made garments. Chidambaram has entered into a contract with
M/s. Agarwal Readymade Garments, Bombay on behalf of the
partnership to be their sole agents to deal exclusively in the
garments manufactured by M/s, Agarwal Readymade Garments.
It is agreed between Chidambaram and M/s. Agarwal Readymade
Garments that besides the discount allowed to the partnership
firm, M/s. Agarwal Readymade Garments should allow a
commission of 2% on the sales, to Chidambaram. Chidambaram
lays exclusive claim to that special commission of 2%. But the
other partners insist that the special commission at the rate of 2%
allowed to Chidambaram should form part of the profits earned
by the partnership firm. What is the position?

Under Section 16 of the Indian Partnership Act, 1932, subject
to contract between the parties, (a) if a partner derives any
profit for himself from any transaction of the firm, or from the
use of the property or business connection of the firm name
he shall account for the profit and pay it to the firm and (b)
if a partner carries on any business of the same nature and
competing with that of the firm, he shall account for and pay
to the firm all profits made by him in that business.

Thus, under clause (a) of Section 16 of the Indian Partnership
Act, 1932, one of the duties of a partner is to account for any
private profits made by him taking advantage of his fiduciary
position. In the above case, the commission of 2% is a profit
made from a transaction of the firm. So, he has to account for
it to the firm and he cannot lay any exclusive claim to it.
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